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ENCLOBSBURE

SWNCC SECUND PHASE STUDY ON JAPAN
Reference; SWN-5275

I. ANALYSIS OF THE CURRENT SITUATION IN JAPAN

A. Baslc Forces -~

The occupation 1s the most lmportant single factor in
Jepan today. More as a result of occupetion policies than of
Japanese initiative, long-term political and economlc reforms
have been lnaugurated and forces hostile to traditional Japan—
ese concepts have been glven grester freedom of actlon than
ever before. By providing = continuous and stable focus of
authority, the occupation has prevented pelitical instebility
in Jeapan from becoming sc serlous as %0 glve rise tc acute
disorder or noliticel stalemate, In the eccnomic field, the fg
ocecupatlon, although representing a drain on Jspanese rescurces,
has glven support to the Japanese economy in the form of

critically needed lmports,

Polltical instability 1s¢ and may be expected te remain
an important facter in Japan for some time to come, This in-
8tabllity, in part a reflection of an as yet incomplete sub-
stitution of new attitudes and institutions for such elements
of the 0ld order as have been weakened or destroved by defeat
and 7ccupation, has been intensifiéd by the inability cf
successlve governments to cope with chronic conditions of

ecconomic crisis,

As a consequence of occupstlon policy, Japan's most
reactionary and militaristic leaders have been removed from
public office and the governmental institutions previously
utilized to suppress opposition to the status guo have been
portially or completely destroyed, Purged elements still
exercise their influence behind the scenes, however, while the

ideas that these elements represent are far from extirpated,
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Twe elections have indicated the continuing con-
servatism of a majority of the Japanese people. Jepan's two
conservative parties, the Liberals and Democrats, have
vdemonstrated certain weaknesses in thelr fallure to adopt all
prssible constructive pelicies within the limits of defeat and
ccecupation; in thelr relactance to enforce effectively measures,
largely occupaticn—inspired, that might be expected tc lead to
economic reform and mitigation of economic erisis; and in thelr
inability to free themselves to any considerable extent frcm the
domination of prewar leaders. The Socialist Party, supported
by a large segment of the trade-union movement, represents a
new and growing force but one that has thusg far been handicopped
by political inexperience, internal controversy, and, more
recently, by the far reaching compromises into which it hes been
forced by i1ts desire to participate in a coalition government
with the conservative Democratic Perty. The Communlst Party,
representing a very small but vocal minority, has been politically
isolated by the continued refusal of the Sociallst Perty %o join
with it in any major unlted front activity, 1In the trade-union
field, Communist penetration has been an important but by no
meang determining factor in the prlicles adopted and attitudes

displayed by a significant portion of organized labor,

Chronic economlic crisis has been simultaneously a cause
and, to a lesser extent, & congequence of political instabllity.
Acute and contlnuing economic dislocation has been manifested
in a serious food shortage, rempant black markets, inflaticn,

labor unrest, and slow progress in industrial rehabllitation.,

The development of a situatlion that has made inevitable
the appearance of these conditions must be attributed tc factors
lérgely beyond the control of post-surrcnder governments. Japan
in the prewar period relied on imports for approximately 20 percent
of its food supply and nearly all of 1ts coking coal, petroleum,

phosphete rock, textile raw materials, and iron ore, For access
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to forelgn sources of supply, Japan now is dependent upon
assistance from the United States and is in competition with
other areas in need of relief. . Asslsbtance furnished by the
US to Japan thus far has been bérely sufficient to prevent

disease and unrest, -

In addition, Japan's mines, ractories, and transportatim
system have suffered from wer-produced lack of maintenance and
repalr; uncertainty has been created by the failure to obtain an
Allied decision on reparation removals; war devastation hes
caused a serious housing shortage; and Allled-imposed economic
reforms, such as the effort to obtein a broadencd basis of
economic control and ownership, have perhaps caused esgsentially
short-run dislocations; and the burden of occupation ccsts has

been severe,

The responsibility for intensifying rather than
mitigating these difficulties, however, must be attributed to
the Japanese Governmentl's fallure to institute and enforce such
controls as have been within its powers., The Japanese Govern-—
ment remains responsible for initlating and maintaining a firm
control over wages and prices and a strict rationing program
for essential commodities, Measures taken for these purposes
by the Japanese Government have not been sufficiently compre—.
hensive, properly timed, or administered with sufficient vigor
to assure success,

B. Objectives and ¥ethods of Other Grest Powers

The ten foreign powers represented on the Far Easbtern
Commission have, in general, accepted as inevitable the dominant
pcsition of the United States in Japan, although they have not
always accepted without opposition or criticlsm the consequences
of this position. Certain powers, moreover, notably Australia,
New Zealand, and the Soviet Unlon, have made clear their desire
for a greater veice than they now possess in determining wnclicy

for Japan and have exhlbited particularly strongly a resentment,
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common to some extent to most of the FEC powers, against what
they regard as the failure of SCAP to accord to the FEC the

authority that they regard as its due.

The position of Australia and New Zealand in thisg
respect has been publicly based in large part on their alleged
fear that what they regard as a soft United States policy may
undermine their security by creating the conditions for a
resurgence of Japanese militarism. Similar fears have been
volced extensively by the censored Chinese wress and occasionally
by the Chinese National Government but have not been reflected,
tc any important extent, in Chinese veolicy in the Far Eastern
Ccmmission and the Allied Ceuncil, The USSR, on the other hand,
although perhaps in part inspired by fears of a resurgence of
‘Japanese militerism per se, appears to be more deeply motivated
by the desire to keep Jepan from falling completely within the
United States orbit. It hes, therefore, offered more cpposition
to the US in the FEC and in the Allied Councll for Japan than
'have most of the other member powers., In its propaganda
broadcasts the USSR has been unremittingly critical orf the
ocecunation end has been followed in this line, within the

limits of censorshlp, by the Jeapanese Communist Perty.

ITI. ANALYSIS OF ASSISTANCE ALREADY RECEIVED

A, Political and Economlic Premises on Which FEconcmic Ald
Was Based

American post-surrender assistance to Japan has been
baged on the desire to nrevent such widespreadldisease and unrest
as would endanger Allied troops occupying Japan aﬁd, further, to
help in achileving the objectives of the occupation, '(See
section III, page 6.)

B. Summery of Asslstance Gilven

An estimate of the aseclstance that has been given Japan

is summarized below:
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(In millions of US Dollars)

September 1945 to January 1, 1947
Source of Assistance December 31, 1946 to June 30,1947 Total

US Apvpropriations 234 178 412
CCC Credits 111 25 136
FLC Credits 3 5 8

TOTAL 348 208 556

C. Economic Assistance Pending or Contemplated

The War Department!s request to Congress for funds
anounting to US §$725 millions for government and relief in
occupnled areas in the period July 1947 to June 1948 included
a request for US $236 milllon to provide essential civilian
supplies for Japan. Since congressicnal appropriation recelved
ancunted to a total of only US $600 million, in all probability
the original allocation for Jopan will be reduced. In addition,
it is estimated that transfers valued at US $9 million will be
mede from military stocks. Credits extended by FLC and 81111
aveilable amount to US $7 million., This assistance in tctal,
however, 1s expected to be sufficient cnly for continued

prevention of dlsease and unrest,

More substontial cconemic assistance 1s contemplated

in BWNCC 381, Revival of the Japanese Economy. The progran

outlined 1n thils proposal submitted to SWNCC by the Department
of State would entail the development by SCAP and the Jepanese
Government of a detalled import-export-production-consumpticn
plan for eccnomic recovery. Japanese domestic consumption would
be held tc a minimum,focd and raw materials over and above the
disease and unrest level essentlal to increased producticn
would ve provided Japan, and every effort would be made o
maximlze Japenese exports., Essential imports would be provided
through oroceeds from exports, the use of convertible assets

in Japan, private and governmental loans, and scmewhat lerger
aporopriations in 1948 than are planned under the present

program.
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D, Gcntribution of Present Ald to Japan's Reccvery
Economic agslstance extended ﬁo Jepan to date has
provided only minimum quantities of the most critically
needed comuodities.

E. Political Effects of Present Ald

A1d to Japan, principally in the form of focd lmports,
heas undcubtedly helped, in conjunction with the presence cf the
occcupylng forces, to mitigate the vielent political unrest thot
might be expected in a country after a prolonged war that
imposed great sacrifices ended in military defeat. A govern-—
mental organizatiocn, although subject to considerable instabll-
1%y, has been maintained and has facilitated the detrelopment
of the legal and political framework of a democratic system,
Reversicn to prewar forms of political extremism and the growth
of a strong Communist movement has so far been averted. US ald
already extended, although a bare minimum, has been an import-—
ant facter in making the Japanese, at least at present,

friendly to the US.

ITI. UNITED STATES OBJECTIVES IN JAPAN

United States policy is directed toward insuring that Japan
will not again becrcme & menace 10 the peace and security of tae
world and that Japan follows a policy favorable te the inter—
national interests and policies of the United States. It seeks
the continued demilitarization and dlsarmament of Japan and the
establishment and perpetuaticn of an independent peaceful
gcvernment based on and responslive te the pepular will expressed
thrcugh democratic institutiocns.

IV. AND V., NATURE, MAGNITUDE, AND TIMING OF MEANS REQUIRED TO
REACE OBJECTIVES

A. Econcemic Means

1. Nature
The establishment of a viesble economy 1in Japan
is essential to the achievement of US pclitical and eccnomic
cbjectives fhere. The present scale of economic ald toc Japan,

far frem leading toward such a viable economy, 1s nct encugh
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to prevent cOntinued ecconomic deterioraticn, The United States
is, therefore, faced wlth the nécessity of increasing 1ts economic
aid to such an extent as to promote Japanese economic recovery
to a level that will ensble Japan to pay 1ts own way in the
world.

2. Magnitude

Such inponderables as the minimum Japenese
requirements for food consenant with an accelerated recovery
program, the rate at which the Jepanese economy can be crganized
for production, the degree of effectlveness of the econcmic
ccntrols that must be imposed, and the avallebllity and markebt—
ability of Japanese exports make 1t extremely difricult to
estimate the magnitude of eccnomic ald required to create a
viable Jepanesc economy. It is clear that this ald must be
substantially larger than that enviéaged under present pclicles.

Under very Optimistic assumptiocns a program
aimed at the economic recovery of Japan would requlre the ox—
penditure of US appropriated funds of US $450 million; the
expenditure of convertible assets in Japan valued at US §150
million; and the use of looted but unidentifled convertible
nesets in Japan valued at US $50 million as collateral for
self-liquidating loans., (See section VIII, page 11.)

The actual cost to the United States of such a
program, however, will almost certalnly be greater than indicated
above., And in additicn to providing financial assistance, it
weculd be necessary for the United States to render extensive
technical and supervisory service to the Japanese, Ge assist 1n
the procurement of those essential commoditles that centinue fo
be in shert world supply, and to assistin obtaining loans from
private scurces,

The sccner a program Of ecrnomic recovery can be
begun, the less will be the total outlays required cf the United
gtates. It seems unlikely, however, that such a program coculd

-7 - Enclosure

SECRET

Approved For Release 2000/04/12 : CIA-RDP67-00059A000400200003-2



Approved For Release 2000/04/12 : CIA-RDP67-00059A000400200003-2
SEGCRET

be approvea and started before the end of 1947, or that
realistically, Japan cculd be rendered self-supporiing
berfore 1951 or 1952,.

Planning should be started at cnce, however,
and the Japanese should be encouraged to initlate and demcnstrate
their abillty to enforce effectively the improved eccncmlc
centrols that will be necessary for their successful rectverye.
These controls should include fiscal measures designed to curb
inflaticnary trends; an effective rationing system thet will
more equitably distribute essentlal cengumers! goods; and an
alloecation system that will meximize the effect on eccnrmic
recovery of the utilizatlon of scarce raw materials and
producerd! goods. The development of a scund program for
economic recovery in Japan should improve Japan's credit
standing and enhance i1ts ablility to obtain private loans,

B. Political Means

During the occupation United States cbjectives in Japan
have been furthered by o far reaching progrem of politlical reform
inspired by SCAP and carried cut under SCAP supervisicn. The
signing of a peace treaty will presumably represent both an
international recegnition of the fect that instituticnally the
basic measures of reform have been accomplished and a Japanese
cemimnltment te mailntain and expand these reforms. Effective
implementation of these reforms to the point where democratic
processes can be sald te be firmly established will, however,
require continued assistance and supervision beth by the
organization established to enforce the treaty and by the Unlted
States. #®uch supervision, as far as possible, should take the
form of guldance, anticipation, and early correction of potential
violations of political clauses in the treaty rather than of the
enforcement of sanctions after a serious violation has already
occurred. The role of the Unlted States in this process will be
an lmportant one, since it may be expected to assume a major
posltion in the organization established to enforce the treaty

and since it may independently, through diplomatic channels,

— 8 - Enclosure

Approved For Release 2000[04[182 :EC(I‘}AflRFE)PT67-00059A000400200003-2



Approved For Release 2000/04/12 : CIA-RDP67-00059A000400200003-2
SECRET

offer the Japanese expert political guldonce and assistance.
Japanese liberals, moreover, will look to. the United States
for protection and for assistance in implementing reforms for
which they feel that the United States 1s primarily responsible,
while the Jap&nése, as a whole, will accept continued political
supervision as a concomitant of economic ald. .
C. United Netiong Assisbtance

It seems unlikely that, in its »resent stage of
organizabtion, the United Nations will have any immediate major
centribution to make to the achievement of US objectives in
Japan. . Sponsorship of Japenese membership in the United Notions
after the peace treaty has been signed, however, will have
- valuable psychologlecal effects in indicating to the Japanese
that continued progress aleng democratic lines will lead to the
full restoration of a respected nlace among the family of
nations.

D.. Military Means

No program of military assistance to Japan is con—
templated.,

The determination of the US to prevent a resurgence of
Jopanese milltary potential has been expressed by the US proposal
for a four-power treaty of disarmement and demilitarization for
Japan to suvplement the peace treaty. . Another US objective is
to prevent Japan from falling under the influence or control of
ahy foreign power whose naticnal aims are inimical to the
development of a stable, peaceful, and democratic Japan, The
maintenanoe-of US military forces in Paciflc areas is necessary
in order to provide a positive indication of the determinaticn
of the US to support these two objectives, Maintenance of
adequate military bases on Okinawa after the withdrawal of
¢ ccupation feorces from Japan would meke available the militery

means for this purpose. .
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E. Informational and Cultural Means
After The treaty goes into effect, it will be necessary
to relyvmore heavily than at present on essentially educational
techniques in combating the a resurgence of old forces and
nurturing the growth of the new. The rields that call for
greatest effort are those that bear the greatest prcmise for
democratic processes in Japan, such as educatlon, civil liberiles,

and lebor unions,

Communist propeganda, subject at present to contrel,
is sure to increase in scope and intensity after the occupaticn
ends. An agegressive informational and cultural progreom will be
necessary both to keep American prestige high and to combat

antl-democratic propaganda.

Although the freeing of commerical channels will help,
a government program will be necessary to supplement private
enterprise with services such os libraries, documentary films,
and -exhlbits, Shortwave broadcasts reach only a limited
audlience directly but reach a vast audience through private
listening posts that serve the other media of public information.
The interchange of persons 1g a fundamental néecessity. Imple-—
mentation of the Fulbright Act is being delayed at the present
time because of occupation controls on Japan's economy but
should be carried out as soon as possible.

VI, PROBABLE AVATLABILITY OF ECUNOMIC AID FRUM EXISTING SOURCES
UNDER PRESENT POLICIES

Under present policles, economic ald to Japan from the United
States is limited primarily te imports required for the prevention
of disease and unrest, <Expenditures of appropriated funds and
transfers from military stocks for this purpose are estimated
at scmewhat less than US $245 million in the period July 1, 1947
to June 30, 1948. (See section II, ¢, page 5,) Other potential

socurces of US credits to Japan include the Export-Import Bank;
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the CCC; and private loens, for which Japanese-owned convertible
essets held in custody by SCAP could be used as_collateral. Among
these potential sources, private losns and Export-Impcrt Bank apnes
most promising but cannot be expected to bear more than part of

the burden of Japan's needs,

No credlts from forelgn governments appear to be immediately
in prospect except as the operation of open account trading
arrangements results in the extension of short-term credits,
Since Japan 1s not a member of the International Bank or the
Maonetary Fund, loans from these organlzations are noct lmmediately

in prospect.

VII. ADDITIONAL MEASURES REQUIRED FROM THE UNITED STATES

No measures are contemnlated in addition to those already

discussed.,

VIII. NATURE OF ARRANGEMENTS WITH TOREIGN GOVERNMENTS TC ASSURE.
ACCUHMPLISHMENTS OF OBJECTIVES

Eccnomle recovery in Japan is impossible without a large
flow of imports into Japan from foreign cmunfries es well as
sufficient sales abroad of Japanese goods to finance later imports,
Such a volume of trade will be impossible in the near future
without the economic cooperation of the ccuntries, particularly
those in the Far East, that are potentlal sources of raw
materlials for Japan and potential mesrkets for Jepanese products.
Adequate production ond economic organization within Jopan will
also require active political collaboration by many of the Allies
if the reparations program énd the peace settlement are to aid
rather than hinder Japanese recovery. The peace settlement,
for example, should avoid creating impediments to the US program
of ald %o Jepan and should create a political and economic
atmosphere conducive to Japenese recovery as well as machinery

that wlll rfoster this recovery,

Allied cooperation sheculd also be sought in obtaining approval

of the use of looted.but unidentified Japanese convertible assetes
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as collateral rfor self-liguidating loans. This approval 1s a

requirement if US flnesncial assistance 1s to be reduced.

To asgist in securing such cooperatlon, SWNCC 381 provides
that the United States, followlng the precedent set by the
Secretary of State in dealing with Germany at the recent meeting
of the Councll of Forelgn Minlsters in Moscow may agree to
crnslder a limited program for payment of reparations cut of
current Japanese productlon 1f the other Far Eastern counirles
insist on such an agreement as a conditlon to their cooperation
in carrying out the plans for Japanese eccnomlc recovery proposed
in SWNCC 38l. Any program for reparations out of current
production to be consldered by the Unlted States should become
effective only after Japan becomes self-supporting and would
of course, have to contain strong safeguards for US budgetary
interests and for the Japanese living standard.

IX., EFFECTS UPON JAPAN AND UPON U,.8., FOREIGN POLICY OF U.S.
-REFUSAL TO GRANT AID OR OF FAILURE OF THE PROGRAI: UNDERTAKEN

Should the US refuse to grant economic ald beycnd the
present scale, Japan's economy would continue to deteriorate,
meking 1t impossible to achleve US objeotives. (Complete
withdrawal of US aid before Jepan becomes self-supporting would
be followed by an immediate breakdown of the Japanese sccnomy,
Indlgencus sources of food ere incdequate, and, since Japan
1s not producing sufficient goods for export to pay for its
essentlal imports, masse stervation would soon follow the
cutting off of external assistance. The struggle to survive
in Japan would percipitate economic and political chaos that
might lead to the ultimate assumption of control by extremists
ef the Right or Left., Such a breakdown, whether it is gradusl
or precipiltous, would represent a complete loss of the American
investment In a stable, democratic, and peaceful Jopan, This
loss would not only have serious political and econcmic reper—
cussions in the Far East as a whole but would also jeopordize
the United States program ror world-wide economic recovery and
political stabilization,
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X. POSSIBLE EMERGENCY SITUATIONS

A. Boviet Domination of Xorea

If the USSR were to extend 1ts control over all of
Korea, almost all lond areas wilthin an 800-mile radius of
Tolkyo not under Japenese sovereignty would be under Soviet
decmination, Sueh an eventuality would also jeopardize the
normal flow of trade between Japan and Xerea. The pressure
on Japan to move into the Soviet orbit would be increased
considerably and would be almost irresistible if not counter—

acted by a strong United States progreom of economic and

pelitical aild,

B. Fallure of the USSR to Participate in Peaoce Treaty
Negotistions or to Ratify the Treaty

Inltlally, the failure of the Soviet Union %o
participate in peace treaty negotiations might facilitate the
drafting of a final dccument, Failure of the USSR to ratify
a peace treaty, however, would give 1t the opportunity ta enter
Intc independent negotiations with Japan and to hold out the
posgsibility of more favorable terms as a means of obtaining
influence over Japen. Of even greater importance would be
the fact that fallure to ratif? the peace treaty wcould leave
the Soviet Union legally free to ignore or obatruct enforoce-
ment measures taken under the treaty. It is therefore desirable
that every effort short of sacrifilcing basic US objectives e
made to insure Soviet ratification of the peace treaty and,
failing this, that international controls over Japan be go
organized as to minimlze the votential effects of Sovietd

nen-participation,
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APPENDIX

SWNCC_SECUND PHASE STUDY ON JAPAN

SUMMARY

United States policy is directed toward insuring that
Janan will not again become a menace to the peace and security
of the world and that Japan follows a pclicy faverable to

the international interests and policies of the US. -

The political reforms required for the achlevement of
US objectives have been inltiated under the occupation, and
their full implementation will'require continued assistance
and supervision by the organization established to enforce
the pence settlement and by the United States. US militery
‘forces should be maintained in the Pacific area teo provide
a positive indlcation of the determination of the US tc support
i1ts cbjectives. An aggressive informeticnal and cultural
program wlll be necessary both to keep American prestige high

and toc combat anti-democratic propaganda,

The establishﬁent of a viable econcmy in Japan 1s essential
to the achievement of US political and econcmic objectives
there, The present scale of economic aid to Japan, far from
leading toward such a vlable economy, 1s not enough to prevent
ccntlnued economic deterioration, Fallure of the US to grant
econonlce ald beyond the present scale or complete withdrawal
of &1d would result in a breakdown, gradual or precipitous,
that would represent a complete loss of the American investment
in a stable, democratic, and peaceful Japan and would sericusly
Jeopardize the United States program for world-wide eccnomic

recovery and political stabilization,

The US is, therefore, faced with the necessity of increasing

1ts economic ald to Japan to such an extent as to permit Japan
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to reach a state cof self-support. Such increased aid will
require annual appropriations conegiderably greater than that
authorized at present, the expenditure of Japanese-owned
convertible assets 1n Japan, and the encouragement cf private
loans. In addition, in order to achieve econcmic recovery in
apan, 1t will be necessary to obtain the eccnomlc cooperaticn
of the countries, particulurly thcese in the Far East, that
are potential sources of raw materials and potential markets

for Japan,
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